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[Circular  74-4] 

Cost  Principles  for  Grants  to  State  and 
Local  Governments 

AGENCY:  OfHce  of  Management  and 
Budget. 

summary:  This  notice  advises  that 
Circular  74-4  has  been  revised  by 
modifying  Attachment  B,  “Standards  for 
Selected  Items  of  Cost.”  The  revision 
affects  the  rules  dealing  with  travel 
costs  of  chief  executives  and  members 
of  governing  bodies,  and  the  costs  of 
office  space  used  in  federally  assisted 
programs.  The  revision  was 
recommended  by  State  and  local 
officials,  Federal  grantmaking  agencies, 
the  General  Accounting  Office,  and 
various  associations. 

The  first  change  recognizes  travel 
costs  that  are  specifically  related  to 
federally  assisted  programs.  It  requires 
approval  of  such  costs  by  the  agency. 

The  second  change  recognizes  the 
costs  of  space  in  publicly  owned 
buildings.  It  does  this  by  permitting 
internal  "rental  rates,”  or  equivalent 
systems,  to  be  used  in  allocating  the  cost 
of  space.  If  approved  by  a  grantor 
agency,  rates  would  include 
depreciation,  interest,  operation, 
maintenance  and  other  allowable  costs. 
The  total  cost  of  space  would  not  be 
allowed  to  exceed  the  rental  cost  of 
comparable  space  in  the  same  locality. 

The  change  also  revises  the  provisions 
dealing  with  interest  and  other  costs  of 
financing,  for  consistency  with  the 
revision  on  rental  costs.  It  continues  the 
policy  of  not  permitting  amortization  of 
the  cost  of  buildings  constructed 
originally  with  Federal  funds. 

EFFECTIVE  DATE:  This  revision  becomes 
effective  upon  issuance. 

FOR  FURTHER  INFORMATION  CONTACT: 
John  J.  Lordon,  Chief,  Financial 
Management  Branch,  Office  of 
Management  and  Budget,  Washington, 
D.C.  20503:  (202)  395-6823. 
SUPPLEMENTARY  INFORMATION:  On 
September  5, 1979,  a  notice  was 
published  in  the  Federal  Register  (44  FR 
51921)  to  amend  Circular  74-4  with 
regard  to  travel  costs.  Interested  persons 
were  invited  to  submit  written 
comments.  About  35  comments  were 
received  from  Federal  agencies.  State 
and  local  governments,  associations, 
and  other  interested  parties.  Most 
comments  supported  the  change. 

Several  suggested  clarifying  the 
provision  on  Federal  approval  of  travel 
costs,  and  this  has  been  clarified. 


On  June  28, 1979,  a  notice  was 
published  in  the  Fckleral  Register  (44  FR 
37707)  to.  amend  Circular  74-4  with 
regard  to  rental  costs.  Interested  persons 
were  invited  to  submit  written 
comments.  About  60  comments  were 
received  from  Members  of  Congress, 
Federal  agencies.  State  and  local 
governments,  colleges  and  universities, 
associations,  and  other  interested 
parties.  The  comments  were  considered 
in  developing  these  final  regulations. 

The  more  signiHcant  comments 
received,  and  OMB’s  responses  to  them, 
are  discussed  below. 

Comment.  Several  respondents 
recommended  deleting  the  phrase  “new 
or  newly  occupied,”  in  order  to  permit 
the  new  policy  to  apply  to  all  existing 
buildings. 

Response.  Existing  buildings  of  State 
and  local  government  were  constructed 
in  the  face  of  a  Federal  policy  that 
limited  recognition  of  their  costs  when 
occupied  by  federally  assisted 
programs.  To  apply  the  new  rules  to  old 
buildings  would  appear  to  provide  a 
windfall  recovery  to  these  governments. 
Further,'  we  were  concerned  that 
applying  the  new  rules  to  all  buildings 
would  drive  up  the  overhead  costs  of 
federally  assisted  programs.  Applying 
them  only  to  new  buildings,  on  the  other 
hand,  may  be  expected  to  hold  down 
overhead  costs,  since  some  governments 
may  now  convert  from  expensive  leased 
space  to  government-owned  buildings. 

Comment.  Several  respondents 
recommended  extension  of  the  proposed 
policy  to  automatic  data  processing 
facilities  and  equipment.  A  few 
respondents  recommended  covering 
“all”  capital  investment. 

Response.  The  proposal  relating  to 
buildings  has  been  under  consideration 
for  some  time.  It  was  studied 
extensively  by  OMB,  the  General 
Accounting  Office,  and  others,  and 
considerable  analysis  went  into  its 
formulation.  Suggestions  for  extending 
the  proposal  to  other  classes  of  assets 
would  have  to  be  examined  with  equal 
care.  This  has  not  yet  been  done,  and 
we  are  reluctant  to  further  delay 
issuance  of  this  revision.  Accordingly, 
no  change  is  being  made  at  this  time 
with  respect  to  the  recognition  of  costs 
for  automatic  data  processing 
equipment,  or  other  classes  of  assets. 

Comment.  Some  respondents  found 
the  terminology  “rental  rate”  confusing; 
others  found  it  inapplicable  to  a  number 
of  governments. 

Response.  We  agreed  that  the  term 
“rental  rate”  needed  clarification.  As 
presented  here.  State  and  local 
governments  may  use  the  rental  rate 
systems  that  so  many  of  them  have  in 
place,  or  they  may  choose  alternative 


methods  that  will  result  in  equivalent 
costs  for  the  use  of  space. 

John  J.  Lordan, 

Chief,  Financial  Management  Branch. 

Circular  74-4. — Cost  Principles  for 
Grants  to  State  and  Local  Governments 

Circular  74-4  is  revised  by  modifying 
Attachment  B,  as  follows: 

“B.28.  Travel."  (Add  the  following  sentence 
at  the  end  of  the  paragraph.) 

“Notwithstanding  the  provisions  of 
paragraphs  D.6.  and  8.,  travel  costs  of 
officials  covered  by  those  paragraphs,  when' 
specifically  related  to  grant  programs,  are 
allowable  with  the  prior  approval  of  a  grantor 
agency. 

“C.2.a.  Rental  cost.  The  rental  cost  of  space 
in  a  privately  owned  building  is  allowable. 
Similar  costs  for  publicly  owned  buildings 
newly  occupied  on  or  after  October  1, 1980, 
are  allowable  where  “rental  rate”  systems,  or 
equivalent  systems  that  adequately  reflect 
actual  costs,  are  employed.  Such  charges 
must  be  determined  on  the  basis  of  actual 
cost  (including  depreciation  based  on  the 
useful  life  of  the  building,  interest  paid  or 
accrued,  operation  and  maintenance,  and 
other  allowable  costs).  Where  these  costs  are 
included  in  rental  charges,  they  may  not  be 
charged  elsewhere.  No  costs  will  be  included 
for  purchases  or  construction  that  were 
originally  financed  by  the  Federal 
Government. 

“D.7.  Interest  and  other  financial  costs. 
Interest  on  borrowings  (however 
represented),  bond  discounts,  cost  of 
financing  and  refinancing  operations,  and 
legal  and  professional  fees  paid  in  connection 
therewith,  are  unallowable  except  when 
authorized  by  Federal  legislation  and  except 
as  provided  for  in  paragraph  C.2.a.  of  this 
Attachment." 
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